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THE PLANB 

TOBACCO SETTLEMENT 

OVERVIEW 


O n November 14, 1998, the four 
largest cigarette manufacturers — 
Philip Morris Inc., R.J. Reynolds 
Tobacco Co., Brown & Williamson 
Tobacco Corp., and Lorillard Tobacco 
Co. — reached agreement with the 
eight participating State Attorneys 
General to pay a total of $206.3 billion 
over 26 years to settle all 40 Medicaid 
suits that had been filed, as well as 
cases that had yet to be filed. The 
$206.3 billion figure applies inflation 
to the five initial payments and 
excludes the $100 million settlement 
separately struck by US Tobacco Co. 
It does not include the settlements 
reached with four other States — 
Mississippi, Florida, Texas and 
Minnesota —totaling over $40 billion 
in the same period of time. 

Comparing the Plan B setdement with 
the June 20, 1997 accord, which 
required a 25 year payment plan 
totaling $368.5 billion, the net cost of 
the 26-year Plan B Settlement, with 
the above adjustments and pulling out 
the additional payout year, is $197.6 
billion without the four states and 
roughly $238 billion with them, 
leaving roughly $130 billion on the 
table, not counting payouts to the 
plaintiffs bar. However, since the Plan 
B settlement includes payments that 


have inflationary adjustments, we 
estimate the total value of the 
settlement over 26 years (1999-2025) 
to be upwards of $350 billion. 

Even at the higher “taxes” and prices 
needed to fund the settlement 
payments, the US market would move 
only from being the 104th to the 90th 
highest tax incidence nation of the top 
.126 nations in the world (see page 9). 

PLAN B 

SETTLEMENTS TERMS 

T he terms of the Plan B Settlement 
call for cigarette manufacturers to 
pay the States $12 billion in “up front” 
money over five years, and more than 
$9 billion a year beginning in 2008 
(see the accompanying tables). The 
payments will be adjusted annually 
| based on inflation and volume 
adjustments based on future sales of 
cigarettes by those who are signatories 
to the agreement, the so-called 
participating manufacturers. The 
payments are based on each 
company’s market share, as measured 
by excise taxes collected and reported 
by the Federal government. 

Continued on page 2 
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TOBACCO IN THE 
U.S. ECONOMY 

1H98 GDP UP 3.6% 

T he U.S. economy during the first 
half of 1998 continued to grow at 
a strong pace, continuing the 
expansion that began in1990. 
Although the latest unemployment 
figures show slight increases over the 
past few months, the current rate is still 
below the rate at the start of the year. 
The two recent decreases in interest 
rates by the Federal Reserve will help 
curb inflation in die near future., 

After the second quarter of 1998, real 
Gross Domestic Product (GDP) — the 
value of all goods and services 
produced by workers and capital in the 
U.S. — increased by 3.6 percent to an 
inflation-adjusted seasonally-adjusted 
average annual rate of $7,498.6 billion 
(1992 dollars), adding 278,000 jobs 
since December 1997. 

Nationally, the manufacturing capacity 
utilization rate averaged 82.3 percent 
in the first half of 1998, down from 
82.5 percent recorded in the first half 
of 1997. Current indications are that 
the rate will decline slightly for the 
remainder of 1998. Skilled employees 
were relatively scarce as the 
unemployment rate continued to 
decline to an average of 4.5 percent for 
the first half of this year, down from 
5.1 percent from the comparable 
period in 1997. The unemployment 
rate dipped as low as 4.3 percent 
during April and May, but has begun 
to rise modestly in the ensuing months. 


Continued on page 3 
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Settlement continued from page 1 

Federal taxpayer privacy rules, 
however, prohibit disclosure of 
individual company tax filings. Since 
the loss of market share by an original 
participating manufacturer means 
lower payments, just as with an excise 
tax, tremendous financial incentives 
exist for each of the States to enact the 
settlement’s proposed model statute 
which is designed to bring in 
additional money from non¬ 
participating manufacturers , through 
front-loaded escrow payments (see 
below). 

The Plan B Settlement provisions are 
imposed on manufactured cigarettes 
containing tobacco and on roll-your- 
own tobacco cigarettes. For roll-your- 
own tobacco, 0.0325 ounces 
constitutes one individual “cigarette,” 
except for “Market Share” and 
“Relative Market Share” where 0.09 
ounces of roll-your-own tobacco 
constitute one cigarette. For 
manufacturers, there are three possible 
classes: 

(1) “Original Participating Manufac¬ 
turers ” which means “Brown & 
Williamson Tobacco Corporation; 
Lorillard Tobacco Company; Philip 
Morris Incorporated and R.J. Reynolds 
Tobacco Company...” 

(2) “ Participating Manufacture r” 
means “a Tobacco Product 


Manufacturer that is or becomes a 
signatory to this Agreement...” Such 
Participating Manufacturers are 
required to regularly report their 
shipments of cigarettes and must make 
any payments (including interest) that 
they would have been obligated to 
make in the intervening period had it 
been a signatory as of the Master 
Settlement Agreement’s (MSA) 
execution date of November 23, 1998. 

Participating Manufacturers are 
permitted a sales growth of 25 percent 
from their 1997 sales base before 
payments are required. In exchange 
for signing the MSA, “Participating 
Manufacturers' ’ are, like the “Original 
Participating Manufacturers released 
from “past, present and certain future 
claims;” with “future claims” meaning 
“acts or omissions, only those 
monetary claims directly or indirectly 
based on, arising out of or in any way 
related to, in whole or in part, the use 
of or exposure to Tobacco Products 
manufactured in the ordinary course of 
business, including without limitation. 
any future Claims for reimbursement 
of health care costs allegedly 
associated with the use of or exposure 
to Tobacco Products.”.... . 

(3) “Non-Participating Manufacturer ” 
means “any Tobacco Product 
Manufacturer” that is not a 
Participating Manufacturer where 
“Tobacco Product Manufacturer” is 
defined to mean an entity that 


manufactures cigarettes anywhere that 
such manufacturer intends to be sold 
in the States...or is the first purchaser 
anywhere for resale in the States of 
cigarettes manufactured anywhere that 
the manufacturer does not intend to be 
sold in the States...” 

U.S. TOBACCO’S 
SETTLEMENT 

U nited States Tobacco Co. 

negotiated a separate deal that 
requires it to pay a minimum of 
$104.75 million over 10 years ($4 
million in upfront payments, $5 
million in legal fees, and $96 million 
in annual payments) to the AG 
education fund. Should other 
smokeless tobacco manufacturers 
embrace the deal, UST’s payments 
would increase to $200 million of the 
$400 million total for the smokeless 
tobacco industry. The payment 
schedule is as follows: 


Year 

Payment 

March 31,1999 

$5,975 million 

March 31,2000 

$5,975 million 

March31, 2001 

$6,975 million 

March 31, 2002 

$7,975 million 

tmmwmm 

$8,975 million 


$9,975 million 

March 31, 2005 

$10,975 million 

March 31, 2006 


March 31, 2007 


March 31,2008 

$13,975 million 


Continued on page 12 



June 20,1997 

Plan B 

Cost 

$368.5 billion 

$197.6 billion 

Per pack increase 

$0.80/pack over 5 yrs. 

$0.45/pack over 5 yrs. 

FDA Authority 

Can ban in 12 yrs. 

No FDA authority 

Liability provisions 

Class actions banned. 

Settles 3 f d party claims. 

Tort fund - $5 billion 

Individual cap. - $1 million/yr. 

Settled Medicaid claims only. 

Marketing 

No billboards. 

No brand sponsorships. 

No retail advertising. No continuity programs. 

No trademarks. 

No billboards. 

One brand sponsorship per company 
annually. 

Retail, magazine ads allowed. 

Access 

Strict proof of ID (< 27). 

No self service. Licensing with penalties. 

Strict proof of ID (< 27). 
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Continued from page 1 

Coinciding with the strong news 
concerning the unemployment rate, the 
inflation rate for the first half of 199S 
was 1.1 percent with a 12-month 
inflation rate of 1.7 percent for the 
period June 1997 — June 1998. 
Producer prices over the same 12- 
month period fell by 1.7 percent 
Economists . are now projecting 
inflation for 1998 at about 2 percent 

TOBACCO EMPLOYMENT 
SLIGHTLY DOWN 

W ith the unemployment rate down 
to 4.5 percent, it is not 
surprising that total employment in the 
private non-agricultural sector rose in 
the first half of 1998 to an average of 
104.68 million, or 2.99 million (over 
+2.9%) more than a year earlier. 
Tobacco manufacturing employment 
in the first half of 1998 averaged 
39,750 workers, a 1.7 percent decline 
from the same period in 1997. There 
was a drop of 1,080 workers (over - 
3.8%) in cigarette manufacturing to 
27,150 workers for the first half of this 
year. While average weekly hours 
worked in the private nonagricultura! 
sector averaged 34.47 hours for both 
the first half of 1997 and 1998, a 
decrease of 0.93 hours (almost -2.4%) 
to 38.02 hours per week was registered 
in tobacco manufacturing. In cigarette 
manufacturing, average weekly hours 
totaled 37.22 during the first half of 
1998, a decline of 1.83 hours, or nearly 
4.7 percent when compared to the 
same period last year. 

WEEKLY WAGES FALL 
10.1% IN TOBACCO 

verage weekly earnings in the 
first half of 1998 increased from 
$419.29 to $436.47 (+4.1%) for all 
private nonagricultural workers. For 
tobacco manufacturing, shorter hours 
translated to lower average weekly 
earnings which fell from $771.61 to 
$732.5 (over -10.1%) compared to the 
first half of 1997. Weekly wage 
income in cigarette manufacturing also 


declined from $962.98 to $911.10 
(almost -5.4%). While average hourly 
earnings in the private nonagricultural 
manufacturing category saw a gain of 
490 ($12.17 to $12.66) between the 
first half of 1998 and like 1997, 
tobacco overall and cigarette 
manufacturing specifically saw losses 
of 570 ($19.81 to $19.24) and 190 
($24.66 to $24.47), respectively. 

TOBACCO SHIPMENT 
VALUE UP 1.8% 

he value of manufacturers’ ship¬ 
ments for all manufacturing 
industries in the U.S. in the first half of 
1998 grew over 3.9 percent from like 
1997 to over $2.01 trillion. Mean¬ 
while, the tobacco industry, which 
represented 0.97 percent of total U.S. 
manufacturing output in the first half 
of 1998, increased by 8.4 percent to 
nearly $20.22 billion compared with 
like 1997. 

As measured by the Consumer Price 
Index for all urban consumers (CPI-U), 
the inflation rate during the first six 
months of 1998 was . 1.1 percent. On 
the other hand, prices for tobacco 
products in first half 1998, which 
exceeded the All-Items inflation rate 
by a factor of 1.6, increased by 6.3 
percent. So far this year, cigarette 
manufacturers have instituted 5 price 
increases: January (by 2.50 a pack), 
April (50), May (50), August (60) and 
November (450). Wholesale smoking 
tobacco prices rose by 0.4 percent for 
the first half of 1998, while smokeless 
tobacco prices rose by 4.9%. 

A large portion of the CPI-U increase 
stemmed from the increase in producer 
prices at all stages of processing. By 
mid-year 1998, the Bureau of Labor 
Statistics index of producer prices 
(PPI) for finished goods (wholesale 
inflation) was 0.3 percent below that of 
a year ago, but was 0.5 percent above 
the level on January 1, 1998. 
Deflation occurred at the earlier stages 
of the production process as the PPI in 
July 1998 was 1.7 percent below that 
of July 1997 for intermediate 


\ 3 

materials, supplies and components 
and 9.4 percent for crude materials. 
The PPI for tobacco products in July 
1998, which was up 12.2 percent 
compared to a year earlier, stood at 
278.7 (1982=100), compared with 
finished goods, intermediate and crude 
materials indices of 130.9, 123.4 and 
97.1, respectively. 

FIRST HALF 1998 
EXPENDITURES UP 
6.1% TO $27.29 BN. 

A merican consumers spent almost 
$27.29 billion on cigarettes, 
cigars, smoking tobacco, chewing 
tobacco and snuff in the first half of 
1998, inclusive of all sales and excise 
taxes, IMA estimates. This total was 
nearly 6.1 percent (over +$1.56 
billion) more than the adjusted first 
half 1997 figure of over $25.72 billion, 
and was equivalent to just 0.92 percent 
of disposable personal income and 
0.95 percent of total personal 
consumption expenditures; both of 
these measures were up from 0.89 
percent and 0.94 percent, respectively, 
registered in the first half of 1997. 

Estimated cigarette expenditures for 
the first half of 1998 of almost $24.58 
billion were up 5.1 percent from the 
same period in 1997 as cigarette sales 
accounted for nearly 90.1 percent of all 
tobacco product outlays. 

The popularity of cigars continued into 
1998 as first half expenditure figures 
totaled an estimated $1.51 billion 
worth of large cigars ($1.44 billion) 
and little cigars ($67.4 million), were 
sold, with expenditures increasing by 
almost 22.1 percent (over +$272.6 
million). Also, in the first half of 1998 
a total of over $1.20 billion was spent 
on retail purchases of other tobacco 
products including smoking tobacco 
(over $93.2 million), chewing tobacco 
(over $377.6 million) and snuff (over 
$634.2 million), up 8.8 percent (over 
+$97.3 million) from the same period 
last year. 




Source: https://www.industrydocuments.ucsf.edu/docs/kinm0004 


2071841036 




4 


CONSUMERS PAY ~ 
$8.11 BILLION IN TAXES 
IN FIRST HALF 1998 

F ederal, state and local excise taxes 
on tobacco products,. including 
state and local cigarette sales taxes of 
over $1.12 billion, amounted to an 
estimated $8.11 billion in the first half 
of 1998, of which over $6,98 billion, 
or 25.6 percent of total expenditures, 
were tobacco excise taxes. State and 
local sales taxes for cigars and other 
tobacco products are not counted in the 
above figures. 

Of the $6.98 billion, Federal tax 
collections were over 42.3 percent 
(almost $2.96 billion) of the total, 
while States accounted for over 56.4 
percent (over $5.06 billion), and 
localities made up the other 1.3 percent 
(nearly $86.7 million) of the tobacco 
tax dollar. 

Cigarette excise taxes of an estimated 
S6.68 billion ($7.81 billion including 
state and local sales taxes) were 95.7 
percent of the total, equivalent to 
almost 58.8^ per standard pack of 20, 
or nearly 2.94jf on every cigarette. 
Tax revenues on other products of 
approximately $299.6 million were up 
14.0 percent compared to like 1997. 

TOBACCO TRADE 
SURPLUS DOWN 8.4% IN 
FIRST HALF 1996 

A s the U.S.’s merchandise trade 
deficit of $101.10 billion in the 
first half of 1998 rose 30.1 percent 
from the comparable 1997 deficit of 
nearly $77.72 billion, the U.S. tobacco 
industry registered a first half trade 
surplus of $2.64 billion, up almost 7.0 
percent (nearly +$171.6 million) from 
the comparative 1997 figure of almost 
$2.47 billion. For the first six months 
of this year, the tobacco and tobacco 
products sector was the third largest 
contributor, behind grains & feeds, and 
oilseeds & products to the nation’s 


overall agricultural trade surplus, 
accounting for over 38.1% of the total. 

At mid-year, it appears that due to the 
Asian economic crises, the overall U.S. 
trade deficit will reach an all-time high 
for full-year 1998, the seventh 
consecutive year the trade deficit has 
increased. By contrast, the U.S. 
tobacco industry trade surplus for the 
first half of this year has risen due to a 
substantial decrease in the value of leaf 
imports at nearly $460.6 million (over 
-31.8%). After netting out non- 
competing oriental leaf imports, the 
leaf balance for first half 1998 
registered a surplus of over $658.4 
million — up almost 10.8 percent from 
like 1997. 

CIGARETTE EXPORT 
UNITS FOR FIRST HALF 
1998 OFF 1.4% 

s the leaf surplus for the fust half 
of 1998, at nearly $378.8 rtiillion, 
increased almost 33.3 percent, the 
tobacco products surplus, at $2.26 
billion, increased over 3.5 percent, 
compared with like 1997. 

The value of all tobacco product 
exports rose 4.7 percent over first half 
1997’s figure of over $2.40 billion, to 
nearly $2.52 billion. Alone, cigarette 
exports (over 105.24 billion pieces, 
over -1.4%) of almost $2.18 billion, 
representing nearly 86.6 percent of the 
total value of product exports, 
increased 4.2 percent in value 
compared with like 1997’s over $2.13 
billion. 

The tobacco products for which export 
values increased when comparing the 
first half of 1998 with that of like 1997 
include large cigars (almost +78.3%) 
packaged smoking tobacco (over 
+14.3%), and snuff and snuff flour 
(nearly -8.6%), while those products 
whose values decreased include little 
cigars (-42.9%), bulk and strip tobacco 
(-42.6%), and chewing tobacco (nearly 
-63.2%). 


Direct exports of American-grown leaf 
tobacco aggregated almost 124.7 
million kilograms in the first half of 
1998, valued for export at over $839.3 
million. These totals were down over 

17.3 million kilograms (-12.2%) in 
volume and nearly $120.3 million 
(over -12.5%) when compared to first 
half 1997 figures of almost 142.0 
million kilograms, valued at $959.6 
million. Flue-cured tobacco, repre¬ 
senting over 45.7 percent of total leaf 
exports (volume) for the first half of 
this year, decreased over 15.3 percent 
in value and nearly 15.5 percent in 
volume compared with like 1997, 
while burley, the second largest 
exported leaf type at 28.3 percent of 
volume, decreased over 20.9 percent in 
weight and over 20.1 percent in dollar 
value from like 1997. . 

Indirect leaf exports, in the form of 
that share of U.S. cigarette exports 
represented by domestic leaf 
utilization, amounted to over 52.2 
million kilograms (farm-sales weight) 
having an estimated farm.value of 
almost $208.0 million for the first half 
of 1998, 3.1 percent (nearly +1.6 
million kilograms) in weight and 
almost 3.3 percent (+$6.6 million) in 
value above the corresponding 1997 
figures of nearly 50.7 million 
kilograms valued at an estimated 
$201.4 million. 

At the same time, imports of leaf 
tobacco for consumption (clearances), 
some of which is used in the 
manufacture of export cigarettes, 
totaled almost 109.9 million kilograms 
with a customs value of over $362.9 
million, nearly 36.1 million kilograms 
(over -24.7%) and almost $191.1 
million (-34.5%) less than the 
comparable 1997 figures. Imports of 
cigarette leaf tobacco for consumption 
—• 65 percent of total leaf tobacco 
consumption imports —- decreased 
over 39.8 percent in volume to over 

71.4 million kilograms and over 39.3 
percent in value to nearly $296.0 
million, from comparable 1997 levels. 
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SMOKING, CHEWING, 
AND SNUFF ~ 


In 1995, the U.S. Federal government 
implemented its IRQ system defining 
how tobacco leaf, used to produce 
cigarettes manufactured and sold for 
TJ.S. consumption, is to be imported 
into the U.S. For the period September 
13, 1997 - September 12, 1998, no 
more than 151,250 metric tons of 
tobacco leaf may be imported for the 
production of cigarettes for U.S. 
consumption. For that one year period, 
84,398 metric tons (accounting for 
55.8% of the quota) of leaf was 
imported through the TRQ. Cigarette 
leaf imports from Canada, Mexico, and 
Israel are not subject to this quota 
system. 

CIGARETTES 

igarette production for the first 
half of 1998 amounted to over 
356.37 billion pieces, a decrease of 
almost 21.32 billion pieces (over - 
5.6%) from the comparable 1997 level 
of over 377.69 billion. 

Federal taxable removals of cigarettes 
have remained strong for first half 
1998 aggregating 230.65 billion 
pieces, nearly 6.22 billion pieces (over 
-2.6%) less than the comparable 1997 
figure of over 236.86 billion pieces. 
According to The Tobacco Institute, 
the number of packages of cigarettes 
taxed at the state level for the first half 
of 1998 totaled almost 11.09 billion 
(221.74 billion units), a figure that is 
2.1 percent less when compared with 
like 1997, and a better estimate of 
consumer take-away. 

Aggregate tax-exempt removals of 
nearly 111.99 billion pieces through 
the first half of the year, most of which 
were exported, were over 2.6 percent, 
or 3.04 billion pieces, behind the 
similar 1997 pace. 

Of these tax-exempt removals, 
cigarette exports aggregated over 
105.24 billion pieces (over -1.4%) in 


the first half of 1998 representing over 
29.5 percent of total U.S. production 
for the year-to-date. On the other 
hand, cigarette imports r for 
consumption of 2.11 billion pieces 
(over +37.1%) were equivalent to 0.9 
percent of domestic consumption on a 
Federal tax removal basis. 

CIGARS AND 
LITTLE CIGARS 

C ontinuing the uptrend that began 
in 1994, the production of large 
cigars (from U.S. factories combined 
with shipments from Puerto Rico) 
through the first half of 1998 totaled 
1.42 billion pieces, up over 49.2 
percent (almost +468.3 million pieces) 
over the comparable 1997 leveiof over 
950.8 million. 

Cigar taxable removals from all 
sources (mainland U.S. factories com¬ 
bined with shipments from Puerto 
Rico, plus imports) amounted to nearly 
1.90 billion pieces through June 1998, 
up 16.9 percent (+274.1 million 
pieces) over the comparable figure of 
over 1.62 billion pieces in 1997. Tax- 
exempt removals for large cigars 
aggregated to 69.7 million pieces, 
largely reflecting export activity, up 
39.5 percent (over +19.7 million 
pieces) over the comparable 1997 
figure of almost 50.0 million pieces. 

Manufactured little cigars, for the first 
half of this year, at over 833.2 million 
pieces, were up nearly 13.5 percent 
(over +98.9 million pieces) compared 
with like 1997, while domestic taxable 
removals aggregated over 819.0 
million pieces, a drop of over 0.6 
percent (almost -5.3 million pieces) 
compared to the first half of 1997. 
Similarly, tax-exempt removals of over 
71.9 million pieces, for the first half of 
the year, increased over 122.3 percent 
(nearly +39.6 million pieces) when 
compared with like 1997. 


I nvoiced domestic sales of moist 
snuff, which gained in the first and 
second quarters of 1998 over 
comparable 1997, helped bring cumu¬ 
lative sales for the first half of this year 
to almost 29.5 million pounds, or 4-5 
percent (nearly +1.3 million pounds) 
ahead of first half 1997 sales of 28.2 
million pounds. Dry snuff however, 
continued its long-term decline as sales 
for the first half of 1998, of almost 2.1 
million pounds, were down 6.2 percent 
(-137,000 pounds) compared with like 
1997. 

In the chewing tobacco segment, first 
half 1998 output, at 27.9 million 
pounds, was down 4.7 percent (nearly - 
1.4 million pounds) compared with 
like 1997 and invoiced domestic sales 
of over 25.9 million pounds also 
decreased by 6.7 percent (nearly -1.9 
million pounds) from 1997. All 
categories of the chewing tobacco 
segment experienced decreases in sales - 
for the first half of this year including 
loose leaf (-6.5%), firm plug (-9.3%), 
moist plug (-16.9%), and twist/roil (- 
2.8%) compared with like 1997. 

In the smoking tobacco segment, 
overall output finished the first half of 
1998 aggregating almost 5.7 million 
pounds, only 1,000 pounds less than 
the comparable 1997 figure. Pipe 
tobacco production in the first six 
months of the year was down over 9.2 
percent (-311,000 pounds) compared 
with like 1997, while roll-your-own 
tobacco output rose by 13.6 percent 
(+310,000 pounds). 

Invoiced domestic sales of American- 
made pipe tobacco for the first half of 
1998 amounted to nearly 5.2 million 
pounds, 1.0 percent below the 
comparable 1997 figure of over 5.2 
million pounds. Overall sales of roll- 
your-own tobacco fell to almost 3.1 
million pounds, 7.7 percent (-227,000 
pounds) below the comparable 1997 
figure of over 2.9 million pounds. 



Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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Export sales of 264,000 pounds of pipe 
tobacco ended the first half of the year 
1.5 percent behind like 1997, while 
overall export sales of chewing 
tobacco at 73,000 pounds for first half 
1998 were down 23.2 percent 
compared with like 1997. 

LEAF STOCKS UP 2.8% 

A s of July 1, 1998, stocks of leaf 
tobacco (all types) held by 
manufacturers and dealers (including 
grower cooperatives) totaled nearly 
3.56 billion pounds (farm-sales 
weight), or almost 2.8 percent (-96.2 
million pounds) more than last year at 
the same time. 

— FLUE-CURED — 

U pon recommendation of the Flue- 
Cured Tobacco Advisory 
Committee, which met July 1, 1998, 
marketing of 1998-crop flue-cured 
tobacco began July 21 with the 
opening of the Georgia-Florida Belt, 
followed by the South Carolina and 
Border (NC) Belt on July 28, the 
Eastern North Carolina Belt on July 29 
and the Old (NC & VA) Belts on 
August 4. The only change in markets 
for 1998 occurred in the Old Belt 
where the Clarksville and Chase City; 
Virginia markets merged. 

Marketing of the 1998 crop of flue- 
cured tobacco came to a close on 
November 12 with final sales in the 
Mount Airy and Stoneville-Madison 
markets in the Old Belt. Gross sales of 


all flue-cured types for the season 
amounted to over 893.6 million 
pounds, averaging $175.52 per 
hundred, down over 18.4 percent 
(nearly -202.1 million pounds) in 
volume, but up $3.09 per hundred 
(+1.8%) from the 1997 crop when 
almost 1.10 billion pounds returned 
$172.43 per hundred. The Flue-Cured 
Tobacco Cooperative Stabilization j 
Corporation accepted over 82.4 million 
pounds of 1998-crop tobacco under the 
loan program, or about 9.2 percent of 
gross sales, representing 42.4 percent 
of the Stabilization Corporation’s 
1997-crop intake of approximately 
194.3 million pounds (17.7% of gross 
sales). 

The Flue-Cured Tobacco Cooperative 
Stabilization Corporation sold over 
11.6 million pounds of loan stock 
tobacco in the first nine months of 
1998, reducing its January 1, 1998 
inventory by 4.8 percent Stock on 
hand as of October 1, 1998 amounted 
to over 232.4 million pounds, 
including over 49.8 million pounds 
from the 1990-93 intake. Stocks for 
the years 1994-96 have been 
completely sold. 

On December 1, 1998, the U.S. 
Department of Agriculture announced 
that U.S. cigarette manufacturers plan 
to purchase 327 million pounds (farm 
sales weight) of 1999-crop flue-cured 
tobacco. In 1998, manufacturers’ 
intended purchases totaled 454.6 
million pounds. The Secretary of 
Agriculture announced on December 
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15, 1998 that the 1999 Flue-cured 
Tobacco Marketing Quota would total 
666.2 million pounds, down 17.5 
percent from 1998’s quota figure of 
807.6 million pounds. 

• — BURLEY — 

M arketing of the 1998 hurley 
tobacco crop began on 
November 23, 1998 (in keeping with 
the traditional Monday before 
Thanksgiving) across the eight-state 
Burley Belt. The Christmas break is 
set to begin after sales December 17 
lasting until the start of sales on 
January 4, 1999. A season closing 
date has been set for February 25, 
1999. 

Based on the November 1 crop 
forecast, 1998-crop buriey production 
is estimated to total over 632.8 million 
pounds, about 2.5 percent (nearly -16.3 
million pounds) below 1997’s 
production figure of 649.1 million 
pounds. The projected decrease from a 
year ago is primarily the result of an 
anticipated 4.7 percent (-97 pounds per 
acre) decrease in average yield. 

The USDA’s CCC announced that the 
“no-net-cost” program assessment for 
buriey leaf tobacco will be a total of 3/ 
on each pound of buriey tobacco 
marketed from the 1998 crop, with 
growers and buyers each paying 
2.111 ^ per pound with the budget 
deficit assessment accounting for the 
remaining 0.889/ per pound. 


1998 State Review 


Issue 

Introduced 

^States 

Approved 

#States 

Cigarette Tax 

45 

22 

1 

1 

OTP Tax 

31 

14 

i 

1 

Smoking Restrictions 

94 

28 

6 

6 

Sales Prohibition to Minors 

121 

36 

16 

14 

Self-Service Restrictions 

11 

7 

3 

3 

Ingredient Disclosure 

12 

8 

1 

1 


Continued on page 11 






Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 



MILLIONS OF DOLLARS 

60,000 


50,000 


TMA’S ESTIMATES OF 

CONSUMER EXPENDITURES FOR TOBACCO PRODUCTS 

1983-1997 


40,000 


30,000 


20,000 


10,000 



CIGARETTES Q 



CIGARETTES 

CIGARS 

SMOKING, CHEWING 

TOTAL 


($ Millions) 

{$ Millions) 

& SNUFF ($ Millions) 

($ Millions) 

1983 

26,840 

705 

1,165 

28,710 

1984 

28,750 

745 

1,210 

30,705 

1985 

30,250 

685 

1,230 

32.165 

1986 

32,000 

650 

1,225 

33,875 

1987 

33,315 

644 

1,264 

35,223 

1988 

35,616 

584 

1,357 

37,557 

1989 

39,773 

656 

1.515 

41,944 

1990 

40,973 

620 

1,663 

43,256 

1991 

44,780 

636 

1,905 

47.321 

1992 

48,008 

675 

1,996 

50,679 

1993 

41,297 

693 

2.058 

44,048 

1994 

43.930 

735 

2.134 

46,900 

1995 

43,870 

1,295 

2,186 

47,351 

1996 

46,022 

2.260 

2,242 

50,525 

1997 

47,711 

* 2,713 

2,303 

52,737 

6 Months ‘98 

24,577 

1,508 

1.202 

27,287 


SOURCE: TMA ESTIMATES 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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CURRENT TOBACCO STATISTICS 


■■ ' V-. : 

2Q . 
. 96 

3Q 

96 

4Q 

96 

• IQ 

97 

2Q 

97 

3Q 

97 

4Q 

97 

IQ 

98 

2Q 

98 

TAXABLE REMOVALS (billions) 

Cigarettes . 77 .. \V - 

124.6 

' . 119.3 

120.5 

113.6 

123.2 

127.0 

107.6 

112.8 

T17.9 

Cigars, Total ; ■ . 

" 0.784 , 

0.821 

0.895 

0.735 

0.886 

0.987 

0.934 

0.905 

0.990 

Classes A-G 

0.682 

0.700 ' 

0.755 

0.606 

0.712 

0.792 

0.722 

0.708 

0.812 

Class H 

0.102 _ 

0.121 

0.140 

0.129 

0.174 

0.195 

0.212 

0.197 

0.178 

Litfie Cigars - . 

0.376 

. 0.375 

0.353 

0.355 

0.470 

0.418 

0.345 

0.405 

0.414 

STATE TAXATION OF CIGARETTES 










Number taxed (bil.) • 

118.3 

120.1 

114.2 

106.8 

119.7 

118.9 

T14.3 

104.4 

117.3 

Collections (bil. $) 

1.860 

1.899 

1.812 

1.704 

1.899 

1.944 

1.871 

1.757 

1.980 

DOMESTIC SALES (thousands of pounds) 

Pipe tobacco, domestic 1,645 

1,698 

1,636 

1,336 

1,600 

1,580 

1,483 

1,427 

1,282 

Pipe tobacco, imported 

481 

725 

903 

360 

456 

467 

531 

542 

504 

Total pipe 

2,126 

2,423 

2,539 

1,696 

2,056 

2,047 

2,014 

1,969 

1,786 

Roll-your-own 

1,213 

. 1,297 

1,198 

1,119 

1,183 

1,246 

1,268 

1,160 

1,317 

Loose leaf chewing 

14,694 

14,696 

12,514 

12,791 

12,821 

13,292 

13,576 

11,527 

12,419 

Other chewing 

1,286 

1,176 

1,169 

1,076 

1,125 

1,077 

1,055 

1,006 

991 

Snuff (Moist and Dry) 

15,459 

; 16,226 

15,146 

14,554 

15,853 

16,428 

15,646 

15,355 

16,193 

PRODUCTION (annual rate**) 










Cigarettes (bil.) 

746.2 

'753.9 

736.3 

803.8 

'696.6 

708.1 ‘ 

735.2 

721.9 

692,7 

Large Cigars (bil.) 

2.32 

2.71 

2.87 

1.87 

1.87 

2.75 

2.84 

.. 2.95 

2.63 

Smoking tobacco (mil. lbs.) 

11.9 , 

12.0 

12.4 

10.5 

11.7 

11.8 . 

11.6 

11.4 

10.8 

Loose leaf chewing (mil. lbs.) 

54.9 

59.8 

50.7 

54.0 

53.0 

51.8 

56.1 

53.6 

48.8 

Other chewing (mil. lbs.) 

5.3 

4.8 

4.8 

4.8 

4.7 

4.0 

4.2 

4.5 

4.3 

Snuff (mil. lbs.) 

59.4 

67.1 

' 59.9 

S 61.7 

62.3 

70.8 - 

62.9 

63.7 

63.7 

MANUFACTURERS’ SHIPMENTS OF TOBACCO PRODUCTS 

Annual rate** (bit. $) , . 34.968 35.488. 

35.876 .. 

36.720 

39.032 

39.360 

40.824 

39.592 

41.280 

% of all manufacturing 

. 0.912 

0.950 

0.936 

0.969 

0.971 

0.995 

T.001 

0.997 

0.969 

EXPORTS QUANTITY 

Leaf tobacco (mil. kgs.) 

54.9 

33.8 

69.1 

71.6 

70.4 

27.4 

52.1 

60.3 

64.4 

Bulk smk. tob. (mil. kgs.) 

11.4 

8.7 

14.5 

11.1 

5.7 

2.9 

3.1 

4.4 

3.7 

Cigarettes (bil.) 

59.8 

64.1 

61.9 

55.4 

51.4 

54.0 

56.2 

50.2 

55.1 

EXPORTS VALUE {$ millions) 

Leaf tobacco, total 

317.8 

219.9 

431.7 

460.9 

498.8 

220.3 

373.4 

382.7 

456.7 

Tobacco products, total 

1,307.7 

1,343.2 

1,340.9 

1,248.6 

1,153.5 

1,233.6 

1,320.2 

1,212.8 

1,302.3 

Cigarettes 

1,177.4 

1,228.0 

1,202.4 

1,114.9 

1,017.4 

-1,095.7 

1,181.4 

1,045.1 

1,132.1 

Bulk smoking tobacco 

88.0 

75.4 

96.5 

81.7 

41.5 

28.2 

30.2 

35.8 

34.9 

Total exports 

1,625.4 

1,563.1 

1,772.6 

1,709.5 

1,652.2 

1,453.9 

1,693.6 

1,594.4 

1,759.0 

IMPORTS QUANTITY* 

Leaf tobacco (mil. kgs.) 

67.3 

76.7 

102.7 

80.2 

65.7 

88.8 

59.4 

67.4 

42.5 

Cigarette leaf (mil. kgs.) 

47.7 

51.9 

76.6 

68.6 

50.1 

62.8 

46.7 

51.3 

20.1 

Briar & wood pipes (mil. pcs.) 

0.092 

0.117 

0.134 

0.114 

0.128 

0.148 

0.094 

0.095 

0.129 

Pocket lighters (mil. dz.) 

_ 9.684 

12.172 

12.174 

11.398 

11.389 

9.042 

8.648 

9.201 

13.012 

IMPORTS VALUE ($ millions*) 

Leaf 

193.8 

231.1 

317.6 

320.7 

233.3 

307.3 

227.9 

250.2 

112.7 

Tobacco products 

53.5 

70.1 

82.1 

86.1 

116.6 

124.8 

135.4 

110.6 

118.1 

Total imports 

247.3 

301.2 

399.7 

406.8 

349.8 

432.1 

363.3 

360.8 

230.8 


Computed from data furnished by the Bureau of Alcohol, Tobacco and Firearms, Department of Agriculture, Department of Commerce and 
The Tobacco Institute. 


* Imports forConsumption, customs value. 

** Seasonally adjusted. 
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CIGARETTE TAX INCIDENCE BY COUNTRY (%) 


COUNTRY TAX INCIDENCE ; : COUNTRY TAX INCIDENCE 


1 

SWEDEN 

84.38 

64 

UGANDA 

55.20 

2 

PORTUGAL 

82.03 

65 

CYPRUS 

54.80 

3 , 

DENMARK 

81.67 

66 

VENEZUELA 

54.80 

4 

SRI LANKA 

79.15 

67 

INDIA 

54.67 

5 

ISRAEL 

78.69 

- 68 

GHANA 

54.16 

6 

IRELAND 

78.23 

.69 

PHILIPPINES 

53.53 

7 

BULGARIA 

78.03 

70 

TAIWAN 

52.96 

8 

UNITED KINGDOM 

77.78 

71 

ROMANIA 

52.72 

9 

BOLIVIA 

77.50 

72 

HONG KONG 

51.64 

10 

FINLAND 

76.60 

73 

BARBADOS 

51.38 ' 

11 

FRANCE 

76.25 

74 

KENYA 

51.10 

12 

NORWAY . 

75.35 

75 

RUSSIA 

50.67 

13 

MALTA 

75.19 

76 

YEMEN 

50.00 

14 

OMAN 

75.00 

77 

ARMENIA 

50.00 

15 

ITALY 

74.67 

78 

SAUDI ARABIA 

50.00 

16 

AUSTRIA 

74.05 

79 

ESTONIA 

50.00 

17 

SPAIN 

74.01 

80 

AZERBAIJAN 

50.00 

18 

NETHERLANDS 

73.80 

81 

SENEGAL 

50.00 

19 

BELGIUM 

73.79 

82 

SOUTH AFRICA 

49.90 

20 

BRAZIL 

73.55 

83 

PAKISTAN 

49.19 

21 

AUSTRALIA 

73.01 

84 

UKRAINE 

48.97 

22 

GREECE 

72.75 

85 

ECUADOR 

48.05 

23 

ICELAND 

72.57 

86 

SINGAPORE 

47.92 

24 

CHILE 

70.65 

87 

INDONESIA 

47.09 

25 

GERMANY 

70.21 

88 

EL SALVADOR 

46.30 

26 

KUWAIT 

70.00 

89 

VIETNAM 

45.00 

27 

UNITED ARAB EMIRATES 

70.00 

90 

UNITED STATES (post-Settlement) 

44.98 

28 

ARGENTINA 

68.48 

91 

TRINIDAD AND TOBAGO 

44.15 

29 

LUXEMBOURG 

67.74 

92 

PANAMA 

44.09 • 

30 

NEW ZEALAND 

67.49 

93 

TANZANIA 

44.08 

31 

GEORGIA 

66.67 

94 

GUYANA 

42.50 

32 

BYELARUS 

66.67 

95 

MOLDOVA 

41.67- 

33 

URUGUAY 

66.50 

96 

MEXICO 

41.37 

34 

BANGLADESH 

66.00 

97 

MALAWI 

41.10 

35 

MALI 

65.78 

98 

ZIMBABWE 

40.00 

36 

MOROCCO 

65.46 

99 

COSTA RICA 

39.28 

37 

PERU 

65.25 

100 

HONDURAS 

39.09 

38 

ALBANIA 

65.00 

101 

LITHUANIA 

37.92 

39 

SOUTH KOREA 

65.00 

102 

IVORY COAST 

36.30 

40 

ALGERIA 

64.00 

103 MACEDONIA 

35.00 

41 

TURKEY ' 

63.55 

104 UNITED STATES (pre-Settlement) 

34.94 

42 

HUNGARY 

62.30 

105 JAMAICA 

34.86 

43 

POLAND 

61.70 

106 NICARAGUA 

32.71 

44 

ETHIOPIA 

60.71 

107 

PAPUA NEW GUINEA 

32.33 

45 

CZECH REPUBLIC 

60.70 

108 NIGERIA 

30.33 

46 

CHINA 

60.00 

109 

ZAMBIA 

30.00 

47 

TUNISIA 

59.53 

110 LAOS 

29.09 

48 

CROATIA 

59.21 

111 

SIERFtA LEONE 

28.90 

49 

JAPAN 

59.13 

112 

CAMEROON 

25.30 

50 

SLOVAKIA 

58.70 

113 COLOMBIA 

24.00 

51 

MAURITIUS 

58.60 

114 

MALAYSIA 

23.73 

52 

YUGOSLAVIA 

58.03 

115 

KAZAKHSTAN 

22.37 

53 

EGYPT 

57.81 

116 JORDAN 

20.00 

54 

THAILAND 

57.37 

117 

DOMINICAN REPUBLIC 

20.00 

55 

SLOVENIA 

57.08 . 

118 ZAIRE 

19.83 

56 

NEPAL 

56.91 

119 

BENIN 

18.16 

57 

SWITZERLAND 

56.78 

120 

SYRIA 

18.00 

58 

UZBEKISTAN 

56.67 

121 

MADAGASCAR 

16.67 

59 

FIJI 

56.13 

122 

BURUNDI 

15.00 

60 

LATVIA 

55.99 

123 

PARAGUAY 

15.00 

61 

CANADA 

55.94 

124 

SURINAME 

14.53 

62 

GUATEMALA 

55.84 

125 MACAO 

8.33 

63 

MYANMAR 

55.56 

126 

i LIBERIA 

0.00 


Notes: Tax incidence is defined as total tax paid divided by retail price. 1997 figures are being used 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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TOBACCO'S TRADE SURPLUS 
1983 -1997 

MILLIONS OF DOLLARS 

7,000 ~i- 



1983 1985 1887 1989 1991 1993 1995 1997 

1984 1988 1988 1990 1992 1994 1998 

YEARS 


■ TOBACCO n TOBACCO 
PRODUCTS I—I LEAF 


EXPORT SHARE OF TOTAL CIGARETTE PRODUCTION 

1983-1997 

BILLIONS OF PIECES 

'• ,800 -l--- ; : - 



1983 1984 1985 1989 1987 1988 1989 1990 1991 1992 1993 1994 1995 1999 1997 

1 YEARS 


■ EXPORT (33 PRODUCTION 

(BILLION PIECES) Ld (BILLION PIECES) 



LEAF 

BALANCE ($) 

PRODUCT 
BALANCE 1$) 

TOTAL INDUSTRY 
_ BALANCE (t) 

im 

mm .*17 

828.HI.248 

1.*23.832.t«3 

1984 

MM77.M4 

1.102J72.M* 

LtM.7M.M7 

1988 

M3.t7t.SC7 

3,180803,830 

2,3844*1,837 

1888 

*1M«**»* 


2.048.388,7*2 

1587 


2_208.S10.377 

2,705,2*5,17* 

1588 

•07.071.2*4 

2.788838.837 

3,808,813.373 

1385 

tu.rrz2u 

3.K88.C84.C47 

4.217.*7t.7*2 

1330 

7*3,804.772 

4H*H2H7 

(.880.8*2.03* 

1331 

438,288,783 

4,3*1.832.817 

4.787.102.*00 

1352 

781,8*7,08* 

4.34IHM87 

4^9,B4),IU 

1953 

3tt.883.440 

3,843.832.378 

4.0M.1*M1* 

1954 

*88,738.888 

8^84294.320 

(.88t.843.8M 

1936 

SM.2M.Slt 

s.ou.sor.m 

8,8*2.8*2,707 

1336 

5*7.77t,t21 

4.M8.181.813 

«2a*^M.TM __ _ 

1997 

424,703,811 

4,4*8.332,847 

4 m.m 11 * 

S Months - M 

378,780,8*4 

2.2*0 *4 2,*12 

2.83*.823.80* 


(Wkcii f eratw Tun omuqn er im U4. *wku «f tw cinkm 
TiuwrsmsaxFoin* Mmuaiim ■ lur 



EXPORT 
(000 PIECES) 

PRODUCTION 
(000 PIECES) 

EXPORT SHARE ' 1 

OF PRODUCTION (%) " . 

1363 

60.715.179 

668,807.814 

9.1 

1984 

56,616.846 

668.889.118 

8.4 

1936 

58,874,386 

666.172.255 

8.9 

1386 

63.845.554 

655.858.211 

3.7 

1987 

100.352.220 

689.174.036 

14.8 

1388 , 

118,499.233 

694,616.426 

17.1 

1389 

141.768.682 

677.066.648 

20.9 

1990 

164.308.033 

708.887.023 

23.1 

1991 

178,407,320 

694,498.219 

28.8 

1992 

20S.587.197 

718.667.376 

28.6 

1993 

196,478.222 

661.072.627 

28.6 v ; : 

1994. 

220,221,456 

725.486.634 

30.4 •• 

1995 

231,088.686 

746.466.110 

31.0 

1996 

243.896,630 

754.488.754 

32.3 

;1997 

217.003.977 

718.647.0B4 

30.2 

6 Dtonths '93 

106,243620 

356.374.885 

28.6 
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Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 







State Review continued from page 6 

M irroring the national scene and 
the national media, the issue of 
sales prohibitions to minors was at the 
forefront of major State tobacco- 
related legislation in the 1998 session 
as 14 States passed 1 6 such laws. Only 
one tobacco tax bill passed in a State, 
and even this by-passed the legislative 
process. Tighter smoking restriction 
laws focused on relatively non- 
coatroversial public areas with the 
hospitality industry having a relatively 
clear year. Three additional States now 
ban self-service displays. 

CIGARETTE TAXATION 

n 1998, of the 45 cigarette tax 
measures introduced in 22 States 
only one was approved, and this by 
ballot initiative in California, where 
urban voters outvoted rural voters by 
some 80,000 votes even as 43 counties 
voted against Proposition 10 to 15 in 
favor. The initiative increases the 
State cigarette excise tax by 50 cents 
(from 37 to 87 cents) per pack and 
raises the OTP tax by a proportional 
amount. The problem is that under 
current California law OTP taxes are 
already required to be at the same 
percentage of price as the cigarette tax 
forcing increases in these taxes 
whenever a cigarette tax is increased, 
as witnessed, for example, by the July 
1 adjustment to 26.17% of the cost to 
the distributor. If the Board of 
Equalization, which is now considering 
the issue, fails to recognize the “double 
whammy” entailed by the language of 
Prop. 10, OTP could be faced with 
even higher taxes when it takes effect 
on January 1, 1999 with all floor 
stocks affected. Additional revenue 
generated by the tax increase is 
earmarked for the “California Children 
and Families First Act of 1998.” 


On July 1, Hawaii’s cigarette tax rose 
to $1.00 per pack, as scheduled by a 
bill approved in a previous year. New 
Hampshire adjusted its smokeless 
tobacco excise tax to 27.1% of the 
wholesale sales price as required by 
law. A New Mexico bill was vetoed 
by the Governor on March 11, which 
would have increased the cigarette 
excise tax by 5 cents (from 21 to 26 
cents) per pack of 20. 

For OTP, 31 bills were introduced in 
14 States to impose new or increase 
existing tax rates, with none becoming 
law other than the California’s 
Proposition 10. 

STATE SMOKING 
RESTRICTIONS 

he number of bills introduced in 
all States to restrict smoking in 
public and other places decreased from 
102 in 1997, to 94 in 1998 with only 6 
approved in 1998 vs. 12 in 1997 as the 
focus shifted to legislation aimed at the 
youth issues of minors’ sales 
prohibitions and cessation of tobacco 
use by minors. The smoking 
restriction legislation passed in 1998 
mainly impacts State buildings, 
educational and health care facilities, 
residential dwellings, child care 
centers, public laundromats and public 
transportation, areas that are largely 
not controversial, except perhaps for 
the residential restrictions like those 
enacted in Arizona providing a three- 
year phase-in policy for public 
residential complexes to be designated 
as non-smoking apartments. Georgia 
approved a law prohibiting the use of 
tobacco products on public 
transportation. Indiana amended it’s 
“Clean Indoor Air Act” to include 
State educational institutions, licensed 
child day care centers, licensed 
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hospitals and offices of health care 
providers. Rhode Island prohibited 
smoking in: public laundromats. 
Another State prohibiting smoking in 
indoor areas of child care centers is 
New Jersey , which also included 
smoking restrictions in motor vehicles 
when used for child care center 
transport Ohio approved a bill 
prohibiting smoking in all buildings 
and other enclosed structures owned or 
leased by the State and its agencies. 

SALES PROHIBITION 
TO MINORS 

I n 1998, the number of bills 
introduced to prohibit youth from 
purchasing and/or using tobacco 
products, increased to 121, up 19 from 
the 1997 total of 102 bills filed. A 
total of 36 States saw action of which 
14 enacted 16 laws most dealing with 
the enforcement of laws prohibiting 
sales of tobacco products to youth 
under the age of 18. While California 
approved a bill prohibiting law 
enforcement agencies from using 
minors as informants, unless a court 
order has been obtained, Colorado 
approved a law allowing minors to be 
used in compliance retail checks and 
New Mexico e nacted a law allowing 
for the formal use of law enforcement. 
States that enacted laws to impose a 
variety of stronger penalties for 
retailers and/or minors include Hawaii. 
Idaho, Kansas . Kentucky. West 
Virginia, and Utah , Mississippi State 
law now preempts Local ordinances 
regarding sales, use, promotion and 
distribution of tobacco products to 
minors. South Dakota enacted 
legislation prohibiting minors from 
purchasing, receiving, consuming or 
attempting to purchase tobacco 
products. 



1998 Cigarette & OTP Tax Approval 


State 

Effective 

Increase 

From 

To 

California 

1/1/99 

50ft 

370 | 

87(1 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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The recently negotiated Plan B 
Settlement between State attorneys 
general and the major US cigarette 
manufacturers' gave further proof of 
this trend given the range of issues that 
the signatories' have agreed not to 
lobby against in the future including: 
1) limitations on youth access to 
vending machines; 2) enhancement of 
enforcement efforts to identify and 
prosecute violations of laws 
prohibiting retails sales to youth; 3) 
encouraging or supporting use of 
technology to increase the 
effectiveness of age-of-purchase laws; 
4) limitations on promotional programs 
for non-tobacco goods using tobacco 


products as prizes or give-aways; 5) 
enforcement of access restrictions 
through penalties on youth for 
possession or use among others. 

SELF-SERVICE 

RESTRICTIONS 

A s part of the broader effort to 
constrain and prohibit youth 
access to tobacco products, 7 States 
introduced 11 bills in 1998 to prohibit 
the use of self-service displays in the 
offering for sale of cigarettes or 
tobacco products and three laws in 
three States were approved, compared 
with 10 introductions and 2 approvals 


in 1997. Idaho. Iowa and Utah 
approved bills prohibiting the use of 
self-service displays. As indicated 
above, we expect this trend to continue 
in 1999. 

INGREDIENT DISCLOSURE 

n 1998, 12 bills were filed in 8 
States that would require the 
disclosure of ingredients in tobacco 
products. This year only Utah joined 
Minnesota, Texas and Massachusetts 
in approving ingredient disclosure 
legislation. By comparison in 1997,21 
bills were filed in 18 States. 


Settlement continued from page 2 

Non-Participating 
Manufacturer Adjustment 

Payments are based on Relative 
Market Shares. There is, however, a 
calculation to adjust payments made 
by Original Participating Manufac¬ 
turers who lose market share to Non- 
Participating Manufacturers. This 
adjustment is based on company 
market share losses up to $300 million, 
after which payment adjustments are 
based on total Original Participating 
Manufacturer market share loss. 

Non-Participating Manufacturers, 
however, would be required to pay 
into an Escrow Account at the rate of 
$1.88 per carton beginning in 1999, 
rising to almost $3.77 per carton in 
2007 and years thereafter. Such funds 
would pay a judgment or settlement on 
any claim brought against such Non- 
Participating Manufacturer by the 
State or any releasing party located in 
the State. Should there not be any 
lawsuits against such manufacturers, 
they would in principle receive a 
refund of the escrowed funds after 30 
years. 


FINANCIAL RECOVERY 
FOR THE STATES 

A ccording to TMA estimates, total 
non-inflation adjusted payments 
that the original participating 
manufacturers — Philip Morris, RJf. 
Reynolds, Brown & Williamson, and 
Lorillard — have agreed to pay to ali 
50 states, the District of Columbia, and 
other US territories for the period 
1997-2024 is $244.96 billion, not 
counting payments to the plaintiffs’ 
bar. Of this amount, the Master 
Settlement Agreement (MSA) 
accounts for $203.59 billion or about 
83.1 percent. The MSA financial 
division is split into the following: 5 
years of initial payments ($12.00 
billion); the 10-year Strategic 
Contribution ($8.61 billion); the 
ongoing payments ($175.17 billion); 
the 10-year Teen Smoking Fund ($250 
million); the ongoing Anti-Tobacco 
Advertising Fund ($7.50 billion); and 
the 10-year National Association of 
Attorneys General Enforcement 
program ($51.5 million). The 4 States 
that settled their Medicaid cases before 
the MSA (Florida, Minnesota, 
Mississippi, and Texas) negotiated 
payments of $41.37 billion from 
during their individual settlements. 


Since the MSA calls for inflation 
adjustments in the payments, we have 
estimated the value of the Plan B 
settlement to be about $350 billion 
over the 27-year payout period shown 
in the attached table. Like most taxes, 
settlement payouts are assumed to 
continue in perpetuity. 

Assuming that cigarette price elasticity 
in the U.S. is -0.4, higher prices would 
appear to dictate a decline in cigarette 
consumption by about 10 percent for 
the period 1998-2000 — the initial 
price increase, shock — and by 2 
percent annually between 2000 and 
2010; declines of 1 percent annually 
are assumed for the period 2010-2024. 
TMA estimates that the November 
1998 cigarette price increase of 45 
per pack will raise $207.00 billion 
between 2000 and 2024 based on these 
consumption estimates, roughly the 
sum needed to pay for the entire MSA, 
exclusive of attorney’s fees. 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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UPFRONT AND ONGOING 
PAYMENT SCHEDULES 


£6T Tp-front” payments of $12 
vJ billion are to be made in the 
following amounts: 


Year 

Payment 

1998 

$2.4 billion 

January 10,2000 

$2,472 billion 

2001 

$2,546 billion 

2002 

$2,623 billion 

2003 

$2,701 billion 


Beginning on April 15, 2008 and on 
April 15 each year through 2017, the 
companies are to pay $861 million 
into a strategic contribution fund both 
to reward those States that did the 
most to produce the settlement and to 
correct any mistakes that may be made 
in the future allocation of funds. 
Money from the fund will be allocated 
to States based on a formula 
developed by Attorneys General no 
later than June, 1999. 

Plan B requires industry payments to 
the States in perpetuity, with the 
payments totaling $206 billion 
through the year 2025. Annual 
payments are to begin April 15, 2000 
are and to be paid each April 15 
thereafter. If all States participate in 
the settlement, annual payments will 
“ramp-up” at the following rates: 


Year 

Payment 

2000 

$4.5 billion 

2002-2003 

$6.5 billion 

2004 - 2007 

$S billion 

2008-2017 

$8,139 billion 
(plus $861 million to 
the strategic fund 

2018 on 

$9 billion 


ADDITIONAL FINANCIAL 
PROVISIONS 

T he Plan B Settlement also requires 
the industry to pay each year for 
10 years $25 million to fund a 
charitable foundation which will 
support the study of programs to 
reduce teenage smoking rates and 
substance abuse. It also creates an 
industry-funded $1.45 billion national 
anti-tobacco public education fund to 
cany out a nationwide sustained 
advertising and education program to 
counter youth tobacco use and educate 
consumers about tobacco-related 
diseases. On March 31, 1999, the 
industry is directed to pay $50 million 
which will be used to assist settling 
States in enforcing and implementing 
the agreement and to investigate and 
litigate potential violations of State 
sales prohibition to minors laws. 

The industry is required, to reimburse 
States for costs, including attorney 
fees, and to pay for outside trial 
lawyers hired by the States. Two 
payment methods are established: (1) 
liquidated fee agreement, and (2) 
arbitration. Outside trial iawyers can 
negotiate a liquidated fee agreement 
with the industry, and if accepted, 
would be paid from a $1.25 billion 
pool of money from the tobacco 
industry over four years. As 
witnessed by the December 11, 1998 
announcement of the $8.1 billion 
payment to attorneys involved in the 
cases in Texas, Mississippi, 
andFlorida, the industry also agreed to 
settle its payments by means of 
arbitration, albeit respecting the $500- 
million-per-year cap. 


NON-ECONOMIC PLAN B 
SETTLEMENT TERMS 

C igarette advertising and. 

promotion that will still be 
permitted include magazine ads, direct 
marketing, and sponsorship of one 
major event each year. The 
companies also retain the ability to 
promote their products wi thin such 
events, like placing brand names on 
race cars. Outdoor advertising is 
allowed at the event site if it is used to 
promote the company’s sponsorship. 
Such advertisements are allowed 90 
days before an event begins. Under 
the agreement, cigarette manufacturers 
can use their corporate names to 
sponsor or support athletes, sports 
teams, musicians, artists and social 
and other cultural events, as long as 
their corporate names do not include a 
domestic brand name. Finally, 
Participating Manufacturers will not 
be required to “breach or terminate 
any sponsorship contract in existence 
as of August 1, 1998” for up to three 
years after the MSA Execution Date, 
November 23, 1998. 

The table on page 14 shows all the 
non-economic Plan B Settlement 
terms. 

The table on page 15 shows the total 
payments that are to made to each 
state over the next 25 years. States 
that settled before the Plan B 
Settlement are also included. 

The table on page 16 shows the 25- 
year breakdown of how payments will 
be made to the States. States that 
settled before the Plan B Settlement 
are also included. 



Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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Activity / Conduct 

Plan B Settlement 

Outdoor advertising 

Bans outdoor advertising (including, but not limited to billboards, signs, and advertising 
in stadia) except for advertisements 14 square feet or less outside of, or directed outside 
from, retail establishments. Allows States to use billboard space for counter advertising. 
Bans transit advertising of tobacco products. 

Cartoons / Human Images 

Ban on cartoon characters (except for animals used on packs). Human Images allowed. 

Targeting Youth 

Injunction against targeting children in advertising, promotion and marketing. Requires 
companies to designate executive level manager to identify ways to reduce youth access 
to tobacco. 

Merchandise 

Beginning July 1,1999, bans distribution and sale of non-tobacco merchandise bearing 
tobacco names, logos, etc. (settling States only). 

Product Placement 

Ban on product placement in movies, TV; video games; theatrical, musical, and other live 
performances; and video tapes. Excepts media exhibited in adult-only facilities. 

Prohibits brand name sponsorship of events with a significant youth audience or team 
sports (football, basketball, baseball, hockey or soccer). Prohibits sponsorship of event 
where the paid participants or contestants are underage. 

Sponsorship 

Limits each company to one sponsorship nationwide (except for wind-down of existing 
contractual commitments). No outdoor advertising of tobacco products in connection 
with sponsored event 

Legislative Activity 

Agreement that companies will not oppose passage of specified tobacco-related 
legislation (sales to minors prohibition). 

Lobbyist 

Payment disclosure requirements. Lobbyists must certify in writing they have reviewed 
and will fully comply with settlement terms. Prohibits lobbyists from supporting or 
opposing Federal, State, or local laws or actions without authorization of the companies. 

Health 

t • 

Injunction against making material misrepresentations of fact regarding health 
consequences of using tobacco products. Injunction against agreements among 
companies to limit or suppress information or research concerning smoking and health 
and new product development 

Enforcement 

Ban on supporting rules or policies that would limit States rights under the agreement. 
Provides court jurisdiction for implementation and enforcement. Key public health 
provisions of the agreement are included in consent decrees to be filed in each State. 

Public Access to Documents 

Companies to maintain a document web site for 10 years, containing non-privileged, non¬ 
protected documents produced in U.S. tobacco litigation. Industry must add all 
documents produced in future civil action involving smoking and health cases. 

Trademarks 

Bars companies from licensing or expressly authorizing third parties to use trademarks, 
logos, etc., in a manner that companies are prohibited from using. 

Minimum Pack Size 

Limits minimum pack size to 20 cigarettes through December 31,2001. Companies not 
to oppose legislation which bans the manufacture and sale of packs containing fewer than 
20 cigarettes. 

Sampling 

Bans sampling except in Adult only facilities. 

Single Stick Sales 

see Minimum Pack Size 

Collateral Products 

Prohibits non-tobacco brand names as brand name of tobacco product, except for product 
brand names existing as of July 1, 1998. 

Corporate Culture 

Companies to reaffirm principles that express its commitment to comply with the MSA 
and to clearly communicate to its employees its commitment to assist in the reduction of 
youth use of tobacco products. 

Coupon Redemption 

Requires proof of age. 

Anti-tobacco Ads 

Ban on agreements prohibiting anti-tobacco advertising. 

Trade Associations 

Dissolution of The Tobacco Institute, Center for Indoor Air Research, and the Council for 
Tobacco Research. Requires all records of these organizations that relate to any lawsuit 
to be preserved. Provides regulation and oversight of new trade organizations. 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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Total Payments Made To Each State 

(Legal fees not included) 


State 

Total Payments 

Alabama 

$3,166,302,118.81 

Alaska 

$668,903,056.50 

Arizona 

$2,887,614,909.02 

Arkansas 

$1,622,336,125.69 

California 

$25,006,972,510.74 

Colorado 

$2,685,773,548.89 

Connecticut 

$3,637,303,381.55 

Delaware 

$774,798,676.89 

DC. 

$1,189,458,105.56 

Florida 

$12,595,500,000.00 

Georgia 

$4,808,740,668.60 

Hawaii 

$1,179,165,923.07 

Idaho 

$711,700,479.23 

Illinois 

$9,118,539,559.10 

Indiana 

$3,996,355,551.01 

Iowa 

$1,703,839,985.56 

Kansas 

$1,633,317,646.19 - 

Kentucky 

$3,450,438,586.10 

Louisiana 

$4,418,657,915.22 

Maine 

$1,507,301,275.81 

Maryland 

$4,428,657,383.58 

Massachusetts 

$7,913,114,212.77 

Michigan 

$8,526,278,033.60 

Minnesota 

$6,074,800,000.00 

Mississippi 

$3,731,400,000.00 

Missouri 

$4,456,368,286.30 

Montana 

$832,182,430.63 

Nebraska 

$1,165,683,457.48 


State 


Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 

American Samoa 


Total Payments 


$1,194,976,854.76 

$1,304,689,150.27 

$7,576,167,918.47 

$1,168,438,809.05 

$25,003,202,243.12 

$4,569,381,898.24 

$717,089,369.09 

$9,869,422,448.51 

$2,029,985,862.29 

$2,248,476,833.11 

$11,259,169,603.46 

$1,408,469,747.28 

$2,304,693,119.82 

$683,650,008.54 

$4,782,168,127.09 

$16,603,500,000.00 

$871,616,513.42 

$805,588,329.25 

$4,006,037,550.26 

$4,022,716,266.79 

$1,736,741,427.33 

$4,059,511,421.32 

$486,553,976.10 

$29,812,995.31 


Northern Mariana Islands $16,530,900.80 
Guam $42,978,803.27 

U.S. Virgin Islands $34,010,102.11 

Puerto Rico $2,196,791,813.07 


Total (Plan B) $195,918,675,920.00 
Total (All 51 states) $234,923,875,920.00 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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The Tobacco Settlement — November 23,1998 

(Figures are in USS million) 


Year Accrual 

(4 states) 

. Initial 
Payments 

(47 states) 

Initial Strategic 
Payments Contr. 

(51 states) (47 states) 
Nominal 

Ongoing Payments 

Teen 

Smoking 

Fund 

(4 states) (47 states) 
Pilot/ Antltob. 
Other Adv. Fund 

NAAG 

Admin./ 

Enfor. 

(51 states) (47 states) 
Total ' 

Reported Payments 

1997-99 

0 

3,641.30 

2,400.00 


1,805.10 


25.00 

261.80 


50.00 

8.183.20 

2,475.00 

2000 

1 

1,598.50 

2,400.00 


4,898.00 

3,940.00 

25.00 

434.00 

300.00 

0.15 

9.655.65 

6,665.15 

2001 

2 

1,598.50 

2,400.00 


5,483.10 

4,378.00 

25.00 

89.20 

300.00 

0.15 

9,895.95 

7,103.15 

2002 

3 

1,266.10 

2,400.00 


6,904.10 

5,691.00 

25.00 

67.50 

300.00 

0.15 

10,962.85 

8,416.15 

2,003 

4 

467.20 

2,400.00 


7,051.00 

5,691.00 

25.00 

67.50 

300.00 

0.15 

10,310.85 

8,416.15 

2004 

5 




8.364.00 

7,004.00 

25.00 

67.50 

300.00 

0.15 

8,756.65 

7,329.15 

2005 

6 




8,364.00 

7,004.00 

25.00 

67.50 

300.00 

0.15 

8,756.65 

7,329.15 

2006 

7 




8,364.00 

7.004.00 

25.00 

10.00 

300.00 

0.15 

8,699.15 

7,329.15 

2007 

8 




8,364.00 

7,004.00 

25.00 

10.00 

300.00 

0.15 

8,699.15 

7,329.15 

2008 

9 



861.00 

8,503.00 

7,143.00 

25.00 

10.00 

300.00 

0.15 

9,699.15 

8,329.15 

2009 

10 



861.00 

8,503.00 

7,143.00 


10.00 

300.00 

0.15 

9,674.15 

8,304.15 

2010 

11 



861.00 

8,503.00 

7.143.00 



300.00 


9,664.00 

8,304.00 

2011 

12 



861.00 

8,503.00 

7.143.00 



300.00 


9,664.00 

8,304.00 

2012 

13 



861.00 

8,503.00 

7.143.00 



300.00 • 


9,664.00 

8,304.00 

2013 

14 



861.00 

8,503.00 

7,143.00 



300.00 


9.664.00 

8,304.00 

2014 

15 



861.00 

8,503.00 

7,143.00 



300.00 


9,664.00 

8,304.00 

2015 

16 



861.00 

8,503.00 

7,143.00 



300.00 


9,664.00 

8,304.00 

2016 

17 



861.00 

8,503.00 

7,143.00 



300.00 


9,664.00 

8,304.00 

2017 

18 



861.00 

8,503.00 

7,143.00 



300.00 


9,664.00 

8,304.00 

2018 

19 




9,364,00 

8,004.00 



300.00 


9,664.00 

8,304.00 

2019 

20 




9,364.00 

8,004.00 



300.00 ' 


9,664.00 

8,304.00 

2020 

21 




9,364.00 

8,004.00 



300.00 


9,664.00 

■ 8,304.00 

2021 

22 




9,364.00 

8,004.00 



300.00 


9,664.00 

8,304.00 

2022 

23 




8,788.00 

8,004.00 



300.00 


9,088.00 

8,304.00 

2023 

24 




8,004.00 

8,004.00 



300.00 


8,304.00 

8,304.00 

2024 

25 




8,004.00 

8,004.00 



300.00 


8,304.00 

8,304.00 

Total Payment 8,571.60 12,000.00 8,610.00 206,879.30 175,174.00 

Notes: 4 states - Florida, Minnesota, Mississippi, and Texas 

250.00 

1,095.00 

7,500,00 

51.50 

244,957.40 

203,585.50 


47 states - The remaining U.S. states, the District of Columbia, and other territories 


51 states - All states, D.C. and territories 
Legal fees are not included. 


TMA Tobacco Merchants Association, Inc. 

P.(1. Box;8019, Princeton, New Jersey 08543-8019 Tel: (609) 275-4900 Fax: (609) 275-8379 e-mail: tma@tma.org. 


Source: https://www.industrydocuments.ucsf.edu/docs/klnm0004 
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